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Introduction
The Royal Bank of Scotland is one of the oldest financial institutions in the United Kingdom. It was founded in Edinburgh in 1727. During the years RBS became one of the biggest banks in Scotland. This is because of past merges and acquisitions with and between hundreds of past banks. These banks were all different – operating on a huge or small scale, in big cities or small towns, traditional or commercial.  They successfully served the banking needs of the growing population with growing needs all over the United Kingdom and even beyond. All these institutions had influenced today`s RBS in one way or another. Some of the bank`s brands were created before the Royal Bank of Scotland even existed. Some were even established by Britain’s first bankers, the first goldsmiths in London. These are Child & Co, which origins can be traced back to the 1640s and which can be considered probably the oldest banking institution still trading in the United Kingdom; Coutts, established in 1692 and quite popular in the 19th century; and Drummonds, founded around 1712.
Another big part of Royal Bank of Scotland Group plc is NatWest. This branch was introduced in 1970 and although it may sound as a new bank, actually it sits on top of 300 years of banking done by more than 200 different financial institutions. They were all suiting the needs of banking of diverse communities across England and Wales. One example is the first bank in England to operate outside of London - Nottingham Smiths Bank. It was formed in the 1650s and is now a branch of NatWest. NatWest have other brands which can tell their own stories. Such example is Lombard, which was established in Rotherham in 1861 and first served as a railway wagon leasing company. In 1809 an army pay agency was created by the name of Holt’s. They started to introduce banking services for army officers and managed to develop into a bank later.
Another well-known part of the Royal Bank of Scotland is Ulster Bank. It was established in 1836 in Belfast. At first it was run by and for the needs of population of Belfast and Ulster, but soon after that it continued to grow throughout Ireland.
Isle of Man Bank was another local bank to become part of the Royal Bank of Scotland. The Isle of Man’s Companies Act was introduced in 1865, and Isle of Man Bank was the first company to be formed under the Act. It plays an important role as a factor of trust on the island ever since then. (RBS`s “Our history”, 2019)
Moving forward to modern times, the way of people doing banking and legislation were changing and in 1985 the Royal Bank of Scotland was merged with Williams & Glyn's Bank to create a nationwide high street bank, probably the first one to operate on a such scale. Also in 1985 the Royal Bank of Scotland launched Direct Line, a new motor insurance company. The move was regarded as a huge success as it turn out to be profitable. This was in its major part thanks to the successful marketing campaign, which made the brand very well recognised in Britain thanks to a red telephone running on wheels, featured in their everyday adverts for years. 
In the early 1990s the bank underwent a major reorganisation on its core corporate structure, which was the same other banks were doing at the time. The Royal Bank of Scotland decided to shift from its core business of retail banking and start building investment portfolio for future growth. In 1993 RBS acquired Adam & Company, a private bank based in Edinburgh. Because of the growing customer needs a telephone banking service was launched in 1994. Again, for the same reasons in 1997 the Royal Bank of Scotland launched the first fully developed internet banking system in the United Kingdom.
In 2000 RBS the acquisition of National Westminster Bank was announced. This £21bn deal, the largest takeover in the history of British banking at that time, was a major transformational event.  The bank faced new challenges it was unfamiliar with as it started to penetrate emerging international markets. Digitalisation was accelerating globalisation, shifting the power balance towards multinational companies and worldwide economies. In 2007, the Royal bank of Scotland became part of a consortium which acquired a Dutch bank called ABN AMRO. In the same year a financial crisis hit the United Stated markets and worsening economic conditions that followed worldwide weakened many financial institutions, making the crisis global. By that time some of the RBS`s strategic decisions turn out to be wrong. This made the situation even worse. The Royal Bank of Scotland became highly vulnerable. The government made a decision to rescue it with £45.5bn capital injection in 2008, making it partly state-owned. RBS has worked to rebuild customer trust and shareholder value since then. (RBS`s “Heritage archive”, 2019)
The Royal Bank of Scotland is in a prosses of appointing new Chief Executive Officer, as in April 2019 the current CEO`s Ross McEwan gave his resignation. He managed to restructure the bank in a way that turned the state-owned bank to profitability. There are several candidates to lead the company: Alison Rose, head of the bank’s commercial and private banking business, and also internal favourite; the head-hunter Spencer Stewart; Mark Bailie, in charge of the new RBS digital bank Bo; Les Matheson, head of personal banking; and Simon McNamara, chief administrative officer. If appointed, Alison Rose will be the first woman to become CEO of RBS.


Critical Ratios Review 

[bookmark: _Hlk6997418][bookmark: _Hlk15297088]Tab. 1 Capital adequacy ratios of Royal Bank of Scotland (2014-2018) and Barclays (2018):
	[bookmark: _Hlk6997437]Royal Bank of Scotland
	2014
	2015
	2016
	2017
	2018
	Barclays 2018

	[bookmark: _Hlk6998305]T1 capital in bn
	39.9
	37.6
	30.6
	39.554
	36.223
	53

	T2 capital in bn
	n/a
	10.9
	12.9
	8.377
	7.951
	6.6

	[bookmark: _Hlk15305985]RW assets in bn
	n/a
	242.6
	228.2
	200.923
	188.691
	311.9

	[bookmark: _Hlk16845239]Capital adequacy ratio
	n/a
	0.2
	0.19
	0.239
	0.234
	0.19

	Capital adequacy ratio in %
	n/a
	19.99
	19.06
	23.86
	21.41
	19.1


[bookmark: _Hlk15297055]Source: Author’s calculations and Annual Financial Reports of Royal Bank of Scotland and Barclays

[bookmark: _Hlk6997546]Tab. 2 Liquidity ratios of Royal Bank of Scotland (2014-2018) and Barclays (2018):
	[bookmark: _Hlk6997581]Royal Bank of Scotland
	2014
	2015
	2016
	2017
	2018
	Barclays 2018

	[bookmark: _Hlk6998345]Liquidity cover ratio in %
	4.2*
	136
	123
	152
	158
	169

	Minimum LCR required in %
	n/a
	n/a
	70
	80
	90
	90


*Based on end-point CRR Tier 1 capital and revised 2014 Basel III leverage ratio framework.
Source: Author’s calculations and Annual Financial Reports of Royal Bank of Scotland and Barclays

Risks the bank faces and strategies of mitigating the risks
The term “risk” can be defined as an unplanned event with financial consequences, which leads to bank losses or liquidity issues. The bank can`t predict its future performance because of the uncertainty. Risk is the state where there is high possibility of negative results to happen. Risk is the uncertainty what the results could be, especially if they are unwanted and/or negative, signs of future hardship and financial loss. Very often the words “risk” and “uncertainty” are used as interchangeable in financial jargon, which is far from the truth as the two terms describe various possibilities for end results. The term “uncertainty” describes the situation where all possibilities from a particular bank action are known. The term ”risk” must be used for cases where the probability of deviations exists, or this is the amount of uncertainty. (Ernst & Young, 2012)
The risk will always exist because of the nature of the bank business - the banks have little or no control over Bank of England interest rates, currency exchange rates, how markets react to certain planned or unplanned events, issues with debt collection, etc. Risk can be operational in trivial cases such as computer or internet failure, employee misconduct or industrial action, theft and robbery and any forced-major events like fire, flood, riots, lightning strikes, etc. Risk can be systematic – when it affects the entire market, or unsystematic, where it affects a specific industry, company, or bank. From all of the above, four types of risks can be defined as important for the purpose of this study – credit risk, operational risk, liquidity risk and market risk.
The global financial crisis from 2007 highlighted the urgent need for improvements of risk regulating procedures. The Royal Bank of Scotland started to implement three lines of defence imposed by the regulators: credit restructure and new segmentation; introducing new models for credit risk management and credit evaluation; and internal modelling, like stress tests and periodically examinations of minimum capital required. Another method used for mitigating the risks is diversification – a negative correlation between Asset 1 and Asset 2 tiers.

Efficient Market Hypothesis
According to the Efficient Market Hypothesis, any information regarding given bank on public company has an immediate effect over the market value of its shares. The Efficient Market Hypothesis suggest that financial markets are information-efficient. (Kirman, Alan, 2009)

Role of regulators
There are three independent institutions which regulate the British banking system – the Bank of England, the Financial Conduct Authority (FCA), and the Prudential Regulation Authority (PRA). Their common goals are maintaining financial stability and support for economic growth. In order to achieve the above the banking sector and the capital markets must stay strong and play their role as financial mediators.  The role of regulators include improving the banks financial heath by clearing the income statements from unpaid credit; relieving the regulations preventing future development of better integration between capital markets; resolving the issues with the current regulations and improving corporate management in some of the banks; mitigating the risks specific to foreign exchange credit exposure; and eliminating the disbalance on the real estate markets, which is moved by the rise of mortgages. (Ernst & Young, 2012)

Conclusion
[bookmark: _GoBack]Despite the fact that there are heavy regulations in the banking sector in the United Kingdom, a system of rules for effective management decisions should be implemented. This must be done so the banks can take the right decision regarding the risk they should take. There are several parts in the process of management which can be improved. The first thing to be defined is the bank risk profile like whether the bank is more commercial or investment orientated and its geographical placement. The second thing to be done is risk profile management for all types of services and geographical regions. Another task is building a new information system which can monitor various financial indicators. And the last component is the implementing of the above systems with the goal of eliminating any unwanted and unprofitable risk the royal bank of Scotland can take otherwise. 
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[bookmark: _Hlk7782011]Appendix A - Formulas

Capital adequacy ratio = (Tier 1 capital + Tier 2 capital) / Risk weighted assets
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